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Finally, the Form 990-PF returns for foundations constitutes an
incomplete coverage of the foundation category because nonexempt
trusts with charitable purposes are not included. Nonexempt trusts
whose interests are entirely devoted to religious, charitable, and
educational purposes ﬁ/ are distinguishable in function from
private foundations only by their lack of exemption. Trusts with
both private and charitable beneficiaries (split interest trusts)
have the attributes of a private foundation to the extent of the
charitable interest. Nonexempt trusts with charitable interests are
required to file Form 1041-PF. These have not been analyzed, but about
8,000 are filed each year. There may be considerable underfiling in
this group.

In spite of the incompleteness of the coverage thus noted, the
tables presented here reflect the best available current information
from Treasury data on section 501(c)(3) organizations. The compliance
rate for private foundations is probably high because of the extensive
publicity given to the changes in the tax treatment of these organi-

zations by the 1969 Act.
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III. SUMMARY OF TABULATIONS

Table I summarizes the data on number of returns, assets and
receipts. Private foundations are shown separately. Of the total
of 119,380 returns, 29,255 were for foundations .and 90,125 for other
religious, charitable, and educational organizations.’ The latter
figure is an understatement because "group returns" are counted as
a single return. Total assets were $125.8 billion with $27.2 billion
(22 percent) reported by foundations and $98.6 billion by the other
organizations. The value of the assets represents the value used for
purposes of the organizations' own books. Except for certain security
holdings, the figures are unlikely to reflect current market values.

Total receipts from all sources, including gifts and bequests,
were $60.7 billion. This involves some double counting because many
of the grants by foundations were reported as receipts by colleges,
hospitals, and similar organizations. Foundations accounted for $3.7
billion of the $60.7 billion total, while other organizations accounted
for $57.1 billion. Foundations comprise a much smaller proportion of
the aggregate receipts than assets because most foundations are financed
by gifts, bequests and investment income while the other organizations
often carry on activities financed by fees and charges, (for example,
 schools and hospitals).

In the case of foundations, 73 percent of total receipts was
derived from gifts and investment income. A comparative figure cannot
be derived for the other 501(c) (3) organizations because of inadequate

data on their investment income.



I. INTRODUCTION

The returns on Form 990 required to be filed by many of the
organizations exempt under section 501(c) of the Internal Revenue Code
contain financial data on the "charitable' aspect of our economy that
have been tabulated only a few times in the past 30 years. However, in
recent years the Internal Revenue Service has been placing on a computer
tape certain items from the Form 990's. This paper attempts to summarize
this information for returns for organizations exempt under section
501(c) (3). The data on number of returns, assets, and gross receipts
are for returns filed up through the latter part of 1974, which means
that generally the returns are for calendar year 1973 or for fiscal
years ending in the early part of 1974. i The additional details of
income and expenditures are estimates based on a tabulation of returns
filed covering calendar year 1972 and fiscal years ending early in 1973.
As will be explained later, the tabulations for 1972 contain many

inaccuracies, but they were the only material available for use at this

time.
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II. COVERAGE OF TABULATIONS

Form 990 returns provide an incomplete picture of the number and
scope of charitable, religious, and educational organizations for
three reasons. First, returns are not required to be filed by churches,
their integrated auxiliaries, conventions or associations of churches,
and the exélusively religious activities of any religious order. The
exemption for churches and related religious organizations results in
a significant gap. We know that the number of parishes, over 300,000 2/
far exceeds the number of other 501(c)(3) organizations—--at least the
number that file returns. Gifts and bequests to churches and religious
organizations also constitute by far the largest single outlet for
"charitable" gifts and bequests, making up over 40 percent of the total3/
Aside from the omission of churches per se, the exemption from filing
for integrated auxiliaries of churches can serve to excuse from filing
some types of organizations which ordinarily are not recognized as a
religious activity, for example, a hospital operated by a religious
society.

Secondly, organizations, other than private foundations, whose
gross receipts in each taxable year are normally not more than $5,000
are not reéuired to file returns. However, the Internal Revenue
Service asked those so exempt to file a return for 1972 with a notation
that their gross receipts were not more than $5,000 so that the Service
could have a record of the reason for future nonfilings. Many organi-
zations did sé file, and many filled out the financial data even though
not required to do so. But the number of organizations in the under

$5,000 category which did not file is unknown.
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It should be noted that the relative importance of gifts and
investment income for foundations is somewhat overstated because of
the way Form 990-PF is designed. The form (Part I, line 1) does not
ask for receipts from business activities but for "Gross profit from
business activities." This is gross receipts less "cost of goods sold,"
the latter being an ill-defined term. The "gross receipts" of the
nonfoundation group of organizations is really total receipts from all
sources.

Organizations other than foundations had an excess of receipts
over expenditures of $6.4 billion which was somewhat less than haif of
gifts and contributions received of $12.9 billion. In other words, the
nonfoundation organizations on the average depended on gifts and contri- .
butions for part of their operating expenses. Expenditure data for
foundations could not be used because of tabulation errors.

Net investment income was tabulated only for foundations. Net in-
vestment income is that reported for purposes of the 4 percent tax on
investment income. 2 The estimate for 1973 of $1.7 billion (derived
from 1972 data in a manner described later) represented 6.2 percent of
year end assets. The tax on net investment income was estimated to be
$69.7 million, or 4.1 percent of the estimated net investment income.é/
The estimated tax is practically the same as the collection figuré of
$69.8 million reported by the Treasury for fiscal 1974. However, in
view of the problems associated with the construction of the table, it
is possible that the agreement of the two investment income tax figureé

is merely céinéidental.
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IV. COMPARISON OF 1962 AND 1973 SURVEYS

In 1965 the Treasury bepartment issued a study on foundations which
contained financial data derived from a survey covering the year 1962.7/
The study was intended to represent the universe of some 15,000 found-
ations which were accounted for by a tabulation by the Foundation Library
Center from Form 990 returns. As shown in Table 2, the 1973 tabulation
shows a much larger universe than in 1962, The number of foundations
is nearly twice as large, 29,255 versus 14,865;and assets, using the ledger
value for 1962, more than doubled, from $11.6 billion to $27.2 billion.
However, the market value of assets increésed in the 12 years by only 68
percent, from $16.3 billion to $27.2 billion. Total receipts increased
by 93 percent, from $1.9 billion to $3.7 billion. Investment income
(including capital gains) increased by 58 percent. The one statistic
that showed very little growth was gifts and contributions. IheyAWére
estimated to be $833 million in 1962 and $995 million in 1973, an
increase of less than 20 percent.

The obvious question that arises when comparing the 1962 and 1973
data is whether the great increase in the number of foundations over the
11 year period represents a true increase or rather undercounting for
1962, 1t probably represents some of both, plus a third factor--a
difference in the definition of what constitutes a foundation. Prior to
the Tax Reform Act of 1969 there was some laxity by foundations in filing
returns. The publicity associated with the passage of this law, plus the
enactment of a monetary penalty for nonfiling, should have corrected this
situation. But we also know from the 1965 study that there was an

explosion in the establishment of private foundations between 1940 and 1960.
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If the rate at which foundations were being established in the 1940's

and 1950's 8/ had continued in the 1960's, practically all of the
increase in numbers between 1962 and 1973 might have been accounted for

by newly established foundations. Finally, there is the matter of
definition. The list of foundations kept by the Foundation Library Center
excluded organizations "which are restricted by charter solely to aiding
one or several named institutions; or which function as endowments set up
for special purposes within colleges, churches, or other organizations

and are governed by the trustees of the parent institution." 9/
Some of the organizations described in the first clause are private

foundations under the terms of the 1969 law, but their importance in

the 1973 tabulation is unknown.



-8 -
V. DISTRIBUTION BY SIZE OF ASSETS

Table 3, which is based on Tables 4 and 5, gives a summary view
of the relative distribution of the number of returns, assets, and
receipts of foundations and other 501(c)(3) organizations by size of
assets. Since some organizations neglected to fill out their balance
sheets, it was necessary to include a zero asset category which accounted
for 5.3 percent of the foundation returns and 14.7 percént”of the other.
returns. Those lacking balance sheets were not very important except
in terms of number of units. Only 0.6 percent of the receipts of the
nonfoundations were accounted for by those returns without balance
,sheets,lgf For the foundations, the ratio was 1.1 percent.

Assuming that those without balance sheets generally have few assets
(say under $10,000), we find that the size distribution, as would be
expected, is weighted toward the low side in terms of number of units and
toward the high side in terms of assets or receipts.

The under $10,000 asset categories include nearly 49 percent of the
nonfoundation units but only 29 percent of the foundations. Some 1.9
percent of nonfoundation units had assets of $10 million and over, while
1.2 percent of foundations belonged to this category.

Reported assets of units with less than $10,000 are inconsequential
in both categories. As to receipts, units of this size account for 1.6
percent (nonfoundations) and 2.3 percent (foundations) of the total.

The concentration at the upper end of the scale is greater in the case of
the nonfoundation group. Over 70 percent of the assets and over 60 percent
of the receipts are accounted for by units with assets of $10 million and
over. For foundations, the ratios are 64 percent of the assets and 49

percent of the receipts.
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VII. STATISTICAL METHODOLOGY

Information from 1973 returns was available for the number of
returns, assets, and gross receipts classified by size of assets.
Foundations were further divided into operating, nonoperating, and
unclassified. In the case of nonfoundation returns, the tabulations
covered only returns showing assets of $5,000 or more.

To fill in the other receipt and expenditure items shown in the
tables, plus the under $5,000 category (or no asset returns) for other
than foundations, recourse was had to a tabulation of 1972 returns by
asset size classes. The reconstruction of the sources of
receipts (except investment income) and types of expenditures for 1973
was made by applying the ratio of these items to total receipts in 1972
by size classes to the 1973 total receipts figures in each size class.
Investment income for foundations was derived by applying the rate of
return on assets by size classes in 1972 returns to 1973 asset figures,
and the investment income tax was computed by applying the effective
rate of tax shown in 1972 to the investment income computed for 1973.

Reconstructing the under $5,000 and blank asset returns for other
than foundations for 1973 was done by taking the 1972 data for number of
returns, assets, and gross receipts for these size categories as a
percent of the totals of these Items for the 1972 data, exclusive of these
size categories. The ratios then were applied to the 1973 data to
estimate the blank and under $5,000 asset size categories not tabulated
for 1973.

Since there was only a year's lag between the two sets of returns,
it is unlikely that the relative size distribution of returns, assets,

and gross receipts varied too greatly between the two periods.
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On the whole, the relative importance of sources of income and dis-
tribution of expenses is not likely to have varied greatly either.

The real problems in using the 1972 tabulations to reconstruct
details of receipts and expenses, and investment income from the 1973
data are two fold. In the first place, the 1972 data were not checked
after being punched. Merely looking at the computer printouts, a few
figures can be spotted which are evidently wrong. Where it was apparent
that the key puncher added or subtracted a digit at the beginning
of a number, the figures were corrected. Other cases were used as
shown in the printout because, even though undoubtedly wrong, there
was no way of deciding what the correct answer was. Thus, one figure
that was not changed that seems highly questionable is that for "Dues
and assessments" for nonoperating foundations in the $10;000 to $25,000
asset class. The figure for "Gifts" in the $100,000 to $500,000 asset
class of other 501(c) (3) organizations is even more suspect.

While, as stated earlier, the estimates of investment income and
the tax on investment income are consistent with the reported figures
on collection from this tax, this statement applies only to the totals.
Looking at the figures (Table 5) for the three categories of founda-
tions by asset classes, one immediately notes dubious figures. Some
effective rates of tax differ considerably from the flat 4 percent

rate and some rates of return on assets appear unrealistic.
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VI. RECEIPTS AND EXPENDITURES

Tables 4 and 5 provide all the available detail as to receipts and
expenditures by size of assets. Foundations also are separated
between operating and nonoperating with a further tabulation for found-
ations whose status had not yet been determined. Most of this universe
is accounted for by the nonoperating foundations.

Because of weaknesses in the original data, it is not possible to
take the computations as to various types of receipts and expenditures
and present them as a definitive picture of the situation in 1973. Keeping
this caveat in mind, it seems reasonable to draw a few broad conclusions
from the tabulations.

In the nonfoundation category, the importance of gifts, grants, and
so forth varied inversely with the size of the organization. At the
$10 million and over asset level, gifts constituted less than 17 percent
of gross receipts but at the under $10,000 level the rate was about
46 percent. The larger organizations undoubtedly derived much of their
income from charges and fees for goods and services, but detail to this
effect was not tabulated. A similar inverse relationship of gifts to
gross receipts is not noticeable in the case of foundations. The small
foundations (under $10,000 of assets) counted on gifts for over 60 percent
of gross receipts. At the $10 million and over level, gifts were less
than 18 percent of gross receipts. |

Investment income of foundations, as would be expected, is an
important component of gross receipts. For all foundations, the ratio
was 46 percent. Because gifts and contributions vary inversely in

importance with the size of a foundation, the importance of investment
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income tends to be correlated with size. For the under $10,000 asset
category, investment income was only 18.5 percent of gross receipts.
At the $10 million and over asset level, it was 55 percent.

Organizations other than foundations, as noted earlier, reported
an excess of receipts over expenditures equal to 11 percent of receipts.
No size class showed an excess of expenditures over receipts. The excess
of receipts over expenditures did grow in relative importance as the
organizations increased in size. For the under $10,000 asset group,
the excess was only 3.5 percent of receipts. The top size groups, over
$10 million of assets, retained 11 percent of receipts, the average

for the whole group.
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Fortunately those aberrations are concentrated in size categories that
have little weight in the aggregate.

Another question that deserves consideration is the use of the
computed rate of return on 1972 assets to estimate 1973 investment
income. If the asset figures represent current market value at the
end of the year, the use of the rate of return computed from 1972
investment income and year end 1972 assets should result in too low an
investment income estimate for 1973. Interest rates and dividend yields
were somewhat lower in 1972 than in 1973 and security prices were
higher. li/ Stock prices particularly declined sharply from the end
of 1972 to the end of 1973. On the other hand, the asset figures could
be ledger values which were not adjusted to market changes. In this
case, the estimate for 1973 need not be very far off.

One further comment as to the validity of the 1972 data. Due to
a confusion in instructions, the 1972 data do not represent a single count
of each return. Each organization filing Form 990 or 990-PF was asked
to list on its return its principal activities =-- up to a maximum of
three. All returns were identified as to activities so listed, and each
return could receive a weight of 1, 2, or 3. However, the multiple
counting procedure may not have unduly distorted the ratios computed
from the 1972 data. The gift and contribution figure (taking into
consideration the fact that double counting is: involved in our tabu-
lations) is not inconsistent with the estimates by the American
Association of Fund Raising Counsel, Inc., and the investment income

figure is consistent with the investment tax collection figures.
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FOOTNOTES

1
There also could be some delinquent returns for prior periods.

2
Statistical Abstract of the United States, 1974, P.46.

3American Association of Fund-Raising Counsel, Inc., Giving USA,
1975 Annual Report, p.7.

4Charactefized as "charitable trusts" in section 4947 (a)(1l) of the
Internal Revenue Code.

5Taxable investment income does not include interest on tax exempt
bonds. It would be expected that foundations would hold few such securities.
The capital gains element reported on the form is less than actual gains.

éAs will be shown later, actual effective rates for subdivisions of
the total vary inexplicably from the 4 percent rate.

7
Treasury Department Report on Private Foundations, February 2, 1965.

8
Treasury Department Report, op. cit., p.76.

9

Ibid. , p.77.

0

The ratio is understated because some returns also did not £ill
in the income statement.

11
See data in Statistical Abstract of the United States, 1974, p.465.
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